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KEY ECONOMIC INDICATORS (ETHIOPIA) 


All values in millions US$ Exchange rate US$1.00 = 2.07 Ethiopian Birr 


1/ % change 
Ethiopian fiscal year (EFY)— 1979 1980 1981 (80/81) 
INCOME, PRODUCTION 
GDP at current prices 3,848. 4,088.0 4,243.8 3.8 
Agriculture (percent of total) 44. 44.0 44.1 ° 
GDP at constant 1960/61 

factor cost 2,037 « 2,152.8 22040) 
Coffee exports (1,000 MT*) 86. 80.1 88.4 
Value of coffee exports 261. 305.2 2353.3 


MONEY AND PRICES 
Money supply (currency & demand 
deposits) 653. 724.0 688.6 
External public debt (disbursed) 579. 682.3 J25.0 
Debt service ratio (percent) 6. 5.4 6.2 
Indices for Addis Ababa(1963=100) 
Retail prices excl. rent 313. 352.9 359.7 
Food 368. 420.1 428.7 
Wholesale prices(export) (1975=100) 194. 239.9 189.2 


BALANCE OF PAYMENTS & TRADE 
Reserve assets 109. 
Import cover (in months) 
reserve assets ne 
Trade balance -229. 
Current account balance -184. 
Overall balance =h5.; 
Exports 359. 
To U.S. 119. 
Imports, CIF 567. 
From U.S. 66. 


~ 


156.1 143.5 


2.6 2.4 
-235.0 -301.1 
-187.7 -241.8 

-39.1 -59.0 
461.4 405.7 
77.1 83.0 
722.1 842.0 
53.3 62.2 


f-rowon NN & 


SOURCES: 1) National Bank of Ethiopia Quarterly Bulletins 
2) Ethiopia Statistical Abstract, 1980 
3) World Bank Sources 


1/ Fiscal Year Data 1979 corresponds to 1978/79, 1980 to 1979/80, etc. 


Ethiopian Fiscal Year (EFY) ends on July 7 


* Metric Tons (MT) 
*k Not Available 





SUMMARY 


The key economic indicators used in this report are based upon official 
statistics available only through 1981. However, some of the statistics 
included in the narrative are based on later information from various sources, 
with an information cutoff date of March 1983. 


Ethiopia's economy has encountered difficulties in recent years. The real 
growth rate has slowed significantly over the last 3 years as both agricul- 
tural and industrial growth rates have tumbled. For its export earnings 
Ethiopia is heavily dependent upon a single crop -- coffee -- which provides 
two-thirds of its foreign exchange earnings. Unfortunately, Ethiopia's terms 
of trade have deteriorated by 34 percent over the past 5 years while import 
prices have increased by some 31 percent. Prospects are slight that the 
terms of trade will improve significantly in the near term. 


While export earnings and budget revenues have suffered, imports and budget 
expenditures have been increasing. The continuing insurgency in the north 
as well as the conduct of military operations along the Somali border also 
intensify budget strains and divert resources from development needs. 


Ethiopia appears to be suffering chronic deficits in its overall balance of 
payments. There have been deficits during each of the last 4 years. The 
IMF Stand-by Arrangement expired in June, 1982, but the Ethiopian Government 
does not appear interested in a new arrangement. Ethiopia has a severe 
shortage of foreign exchange reserves, generally enough to cover only 2-3 
months of imports on average over the last 3 years. 


Near-term prospects for the Ethiopian economy remain gloomy. Coffee earnings 
in 1982 were even less than in 1981 when earnings dropped by 17 percent from 
the preceding year. Other exports have only very limited potential to raise 
foreign exchange earnings. Thus, for the foreseeable future, Ethiopia will 
need considerable outside assistance to finance its balance of payments 
deficits and to meet its development needs. However, Ethiopia's ability to 
attract foreign aid from bilateral and international donors appears to be 
limited. 


A number of trade opportunities exist for U.S. businessmen in Ethiopia 
despite poor U.S.-Ethiopian bilateral relations and Ethiopia's economic 
problems. Opportunities are best in areas with a high priority for develop- 
ment and are enhanced where projects are funded by international donors. 
Products and services with good potential include: commercial airliners, 
farm machinery, fertilizers, road and port construction equipment, irriga- 
tion equipment, computer sales and services, and management consulting 
services. 


The Ethiopian Government issued a proclamation in January 1983 designed to 
encourage foreign private or public investment. The Joint Venture Proclama- 
tion seeks the introduction of technology and know-how into the country 
which would have a positive impact on economic and social development as well 
as on foreign exchange earnings. The proclamation contains a provision 
permitting nationalization for reasons of national interest. Reaction in 

the local business community to the proclamation has been mixed. 





CURRENT ECONOMIC SITUATION 


There has been a significant slowdown in the real growth rate of the Ethiopian 
economy over the last 2 years. Declining growth rates in both the agricultural 
and industrial sectors are at the root of the problem. The rate of growth in 
agricultural production in 1981 (2 percent) was less than the population growth 
rate (2.3 percent). The major problems facing Ethiopia include shortages of 
food grains and industrial products, deficiencies in the distribution of goods, 
inflation, limited capacity of the transport and construction sectors, low- 
level productivity, poor management, unemployment, and shortages of foreign 
exchange and capital. 


Some of the slowdown can be attributed to a sharp decline in world coffee prices. 
Coffee earnings have been declining since 1980 and the lower earnings have 
affected most sectors of the economy through reduced revenues and the capacity 
to pay for imported goods. The pattern of declining income also applies to 
other export products, such as hides and skins, oilseeds, and cereals. 


AGRICULTURE: Agriculture accounts for about 44 percent of Ethiopia's GDP and 
provides employment to about 85 percent of the population. Coffee is the 
single most important export crop providing about 60-65 percent of Ethiopia's 
foreign exchange earnings. In the latest coffee year (ending September 1982), 
earnings from coffee fell by about 8 percent to $241.4 million following a 
drop of 17 percent between 1980-81. The decline in coffee earnings in 1982 
was due both to the fall in price as well as to a reduction in the volume 
exported (83.7 MI exported versus 88.4 MT in 1981). 


Earnings from hides and skins, which account for about 11 percent of export 
earnings, were also down. Production in Ethiopia's other large export crops 
-- pulses and oilseeds -- has continued below pre-revolutionary peaks. Pulses 
and oilseeds averaged 23.7 percent of total exports in the 1971-73 period as 
compared with 5 percent in the 1979-81 period. 


Peasant farmers, who have tillers rights as a result of the land reform pro- 
clamation of 1975, have tended to emphasize crops for consumpcion in the 
absence of price incentives and the availability of consumer goods. Also, 
production in the highly mechanized state farms system has been disappointing. 
Poor management, including utilization of manpower, poor maintenance of 
machinery, and accumulation of debts have all hampered export growth. Cereal 
production has been increasing over the past 5 years. However, even in rela- 
tively good years, Ethiopia has depended on food aid and grain imports to 
make ends meet and will continue to do so. Periodic drought, such as the 
current one in the Northern regions of Tigray, Wello, Gondar and Eritrea, and 
erosion and degradation of soils due to deforestation and poor agricultural 
practices are continuing problems for production while poor management of 

the centralized trucking systems and a very limited road network have plagued 
distribution. 


The Ethiopian Government recognizes that the key to overall economic growth 
lies through increased productivity in the agricultural sector. Accordingly, 
the government has assigned the highest priority to the development of this 
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sector. Steps taken by the government to enhance production include increased 
assistance to peasant farmers as well as some limited experimentation with 
incentives. However, the government continues to emphasize assistance to 
peasants associations and producers cooperatives, with the individual peasant 
farmers left basically to shift for themselves. In the past, the government 
pushed the expansion of state farms as the means of raising agricultural 
productivity. Currently, it is disenchanted with these farms because they 
absorb capital at a rate incommensurate with their output. 


In his January 1983 report to the Second Congress of the Commission for 
Organizing the Party of the Working People of Ethiopia, Chairman Mengistu 
stressed that the basis of agricultural technology has to be completely 
changed to achieve growth in production. The cooperative movement, which 

has the highest priority for the government for political and economic reasons, 
has thus far been voluntary. The number of producers cooperatives is small 
and growing slowly. 


Both the World Bank and the IMF have urged the Ethiopian Government to im- 
prove price incentives paid to farmers as a method for raising marketed 
output. The government initiated some limited steps in this direction by 
raising the price paid to farmers for washed coffee. However, in general, 
the government-run Agricultural Marketing Corporation pays low official 
prices which encourages peasants to sell their products at higher prices in 
the unofficial domestic market. Thus, peasants have little incentive to 
grow more than they need for their own subsistence. 


FINANCE: Foreign trade accounts for 22 percent of GNP and provides Ethiopia 
with most of its operating revenues. A major factor affecting the Ethiopian 


budget are the ongoing military campaigns in the Northern and Eastern regions 
of the country. In January 1982 the Ethiopian Government launched the Red 
Star Campaign in Eritrea, a military and economic campaign designed to crush 
the insurgents and to stimulate economic recovery. In June 1982 Ethiopian 
and Somali dissident forces made small incursions into Somali territory. The 
salients remain under Ethiopian control. These campaigns raised government 
spending significantly. Continuing military operations in 1983 in the north 
and opposite Somalia also require significant expenditures. The Ethiopian 
budget, however, does not generate sufficient revenues to finance current 
operational expenditures, an ambitious development program, and large military 
operations simultaneously. Some observers estimate military spending conser- 
vatively at about 10 percent of GDP, but there is no information about actual 
costs. 


Ethiopia's overall balance of payments has been in deficit in each of the last 
5 years. The single most important factor contributing to the deficits has 
been an overall deterioration in the terms of trade against Ethiopia. The 
situation shows little sign of improving. A further drop in oil prices would 
of course be helpful. Official statistics indicate that foreign exchange 
reserves have diminished from about 8 months import cover in 1978 to only 
about 2 months in recent years. Chairman Mengistu reported that in 1982 
Ethiopia's balance of payments deficit was $396 million requiring the govern- 
ment to draw down its reserves and use elements of foreign aid. The 
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stand-by arrangement negotiated in early 1981 with the IMF for SDR 67 million 
expired in June 1982. An IMF team visited Ethiopia for regular consultations 
in March 1983. It appears unlikely that the fundamentals of the Ethiopian 
economy will change markedly in the near term, and the balance of payments 
could remain in deficit for some time. 


ECONOMIC OUTLOOK 


The near-term prospects for the Ethiopian economy are not bright. There has 
been a significant slowdown in the real growth rate the last two years. Balance 
of payments gaps may be reduced somewhat with lower oil prices. 


Ethiopia's export prospects will continue to depend principally on world coffee 
prices. The current price is about a third lower than in 1980 and, even though 
Ethiopia exported more coffee both in 1981 and 1982 than in 1980, its earnings 
were nevertheless considerably lower. Moreover, since 1980 Ethiopia has 
suffered declining income from its other major sources of foreign earnings 

such as hides and skins and oilseeds. There has been a lack of improvement in 
both quantity and quality for a number of years. 


In principle, the government's objectives of reaching pre-revolutionary self- 
sufficiency in grains with a surplus for exports and increasing exported 
coffee to 100,000 MT are obtainable short-run goals. However, the shortage 
of skilled managers and difficulties caused by overlapping and competing 
bureaucracies are not readily solved and will delay achieving these targets. 
Also, significantly more will have to be done in the area of incentives to 
farmers. Targets such as increasing the quantity and quality of coffee grown, 
hides and skins processed, and diversifying agricultural exports will bear 
fruit slowly. The export of live animals to markets in the Middle East holds 
immediate potential, but Ethiopia will find it difficult to meet Arab stand- 
ards for imported animals. Apart from agriculture, opportunities to expand 
exports are slight. Both the Soviets and an American company are exploring 
for oil in the eastern and western regions of the country respectively, but 
it is not certain whether discoveries will be economically exploitable. 


Meanwhile, the volume of imports is increasing. Between 1978 and 1981 spending 
on imports increased on average by more than 25 percent per year. Oil, spare 
parts, and development-related needs continue to represent pressing require- 
ments. Oil imports represented 46 percent of export earnings in 1981. With 
the recent reduction in the price of Urals crude -- the Soviet Union supplies 
all of Ethiopia's crude oil -- the oil bill for 1983 is expected to be some- 
what less than before but will still take a significant portion of export 
earnings. 


Increases in Ethiopia's budgetary expenditures will also continue to outdis- 
tance revenue growth which will be hindered by depressed foreign trade. 
Ethiopia is normally conservative in pursuing stabilization policies. Most 
salaries have been held down, subsidies on fertilizers and gasoline have 

been sharply reduced or eliminated altogether, and efforts have been made to 
hold down non-military spending. However, in the current environment a rise 

in deficit spending seems unavoidable. It is not known whether or not Ethiopia 
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may soon have to begin repaying its military debt to the Soviet Union, 
estimated at between 2-3 billion dollars. 


For the foreseeable future, Ethiopia will need considerable outside assist- 
ance for balance of payments support and to finance its development programs. 
Since 1981 Libya has been a source of large concessional loans. Also, the 
Soviet Union has reportedly stepped up its economic assistance. However, 
Ethiopia's potential to attract aid from Western donors in needed amounts 
appears limited. The European Economic Community is the principal source 

of multilateral assistance, providing Ethiopia with approximately $100 
million annually under the Lome II Convention. The World Bank approved only 
one IDA credit in FY 82 ($30 million to the Agricultural and Industrial 
Development Bank). The World Bank's reluctance to approve loans or credits 
is related to the uncompensated nationalization of foreign properties in 
1975. Until Ethiopia makes greater progress in satisfying compensation claims, 
the World Bank's lending pace is likely to remain slow. The Ethiopians 
settled a large Dutch claim in 1982 which was probably instrumental in the 
Bank approving the $30 million credit. Ethiopia's Compensation Commission 
continues to consider various cases, but settlements are the exception rather 
than the rule. Of the 24 American claims submitted, only one has thus far 
been settled and that was in May 1980. Because of the lack of progress in 
settling American claims, the U.S. Government invoked the Hickenlooper 
Amendment in 1979 which bars bilateral development assistance to countries 
which nationalize American properties without paying fair and prompt compen- 
sation. However, the U.S. continues to provide humanitarian assistance, 
mostly in the form of food aid through private voluntary or UN organizations. 
U.S. humanitarian aid to Ethiopia in 1982 amounted to about $4 million. 


IMPLICATIONS FOR THE UNITED STATES 


EXPORT OPPORTUNITIES: A number of significant trade opportunities exist for 
U.S. businessmen in Ethiopia in spite of poor U.S.-Ethiopian bilateral relations 
and Ethiopia's large trade deficits. Opportunities are best in areas with 

a high priority for Ethiopian development programs. These prospects are 
enhanced where projects are funded by international donors institutions 

that do not restrict purchases to specific countries. 


Agriculture, transportation and communications, mining, and oil exploration 
are areas with the best sales potential. Agriculture is now, and will be for 
the foreseeable future, the mainstay of the Ethiopian economy. Ethiopian 
programs to raise the productivity of peasant agriculture and state farms 
will provide sales possibilities for agricultural equipment, fertilizers, 
improved seeds, and research material. Plans to expand the area of irrigated 
agriculture will stimulate government purchases of irrigation equipment. 
According to government statistics, 200,000 hectares are ready for immediate 
irrigation development. 


About 75 percent of Ethiopian farms are more than a one-day walk to the 
nearest road. Thus, road construction figures in most development projects 
to some degree, and the Ethiopian Transport Construction Authority is one of 





the largest sources of tender activity. Although U.S. suppliers of road 
building equipment have done well in the past, they are now meeting stiff 
competition from Japanese and European firms who are able to offer lower 
prices and attractive financial terms. 


Other areas of Ethiopia's limited transportation system are similarly receiving 
government attention. Ethiopia is now in the process of upgrading its ports 

in Assab and Massawa. This activity offers potential for port equipment and 
construction sales. Ethiopian Airlines (EAL) signed a contract in February 
1983 for the purchase of two wide-body Boeing 767s. In the future EAL will 

be looking to replace its fleet of DC-3's used on domestic routes. 


Activities by the Ethiopian Government to strengthen its management capabil- 
ities have created a market for consulting services and computer systems in 
areas as varied as port management and banking. Prospects for consulting 
and computer services should remain good. Ethiopia is also very interested 
in expanding its energy resources. Thus, some potential will exist for sales 
of oil exploration services and equipment. 


Most business in Ethiopia is done with a government purchaser and solicited 
by tender; it is essential to have a reputable local representative. 

Sales to Ethiopia are on a secured letter-of-credit basis. American business 
representatives are well received in Ethiopia, and there is no security 
problem in Addis Ababa. The Ethiopians take a pragmatic approach to awarding 
contracts and U.S. companies have demonstrated the ability to win them. 


PRIVATE INVESTMENT: In January 1983 the Ethiopian Government issued its 


long-awaited Joint Venture Proclamation. The proclamation provides that the 
government's share in any joint venture must be at least 51 percent and 
there is a provision permitting nationalization of the joint venture if 

in the national interest. The reaction by local businessmen to the 
proclamation has been less than enthusiastic. Nevertheless, it remains 

to be seen whether the proclamation will serve the purpose of bringing 
desperately needed foreign capital into Ethiopia. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-+381-007:511 





